Bureaucracy is a common problem in most countries, including the Member States of the European Union. This issue impacts all areas of civil services, including the fiscal system through tax collection and tax compliance. This study aims to analyze the impact of tax reforms on the business environment by using different business confidence indicators as an estimation of the expected evolution of the industrial sector, the construction sector, the retail sector and the services sector, as well as the tax burden as a proxy for the tax reforms.
Introduction
Taxation has an undeniable impact on our day to day life. If this statement holds true for people, it is equally true for companies as filling out tax forms and complying with tax requirements is time-consuming and often challenging for business owners. When this process is further complicated by bureaucracy, it takes a toll on overall tax compliance in any industry. As a result, many countries have undergone reforms of their tax systems to make it easier for businesses to comply with tax requirements. However it is still difficult to pinpoint the influence such tax reforms have had on the business environment.
The current study is our attempt to analyze the relationship between the business confidence index and tax reforms reflected by the fiscal pressure. The business confidence index is calculated by the European Union and the OECD based on the answers managers of companies give to questions that are part of the business confidence surveys. The goal is to see what the managers believe is the current state of their company and what their expectations are for the future. The confidence index calculated for a certain sector reflects the expectations of the economic agents that are active in that sector of the activity regarding the evolution of that particular sector. In order to see if the expectations of the managers are influenced by possible changes in the taxation, we have decided to use the tax burden as a quantifiable taxation measure. The tax burden we used is calculated for different categories of taxes. Thus we have taken into account, separately, income taxes, taxes on production, sales and imports, and social security contributions.
The second section of our study deals with the literature review, and it contains an overview of other research previously done on our topic of interest. The third section deals with the research methodology we used throughout the entire research process. The fourth section contains a presentation of the results we obtained as a result of our analysis as well as our interpretation of the research results; this last section is followed by the conclusions of our research. A more extensive presentation of all our results can be found in the tables included in the annexes.
Literature review
Previous research regarding business confidence is sparse and most of the existing studies focus more on the theoretical, methodological and descriptive side of calculating various business confidence indices or on the relationship between business confidence and the labor market (Heye, 1993) , the stock exchange (Darling, 1955) or the business cycle (Taylor and McNabb, 2007) . The main original element of our current research is relating business confidence to taxation by using the tax burden and various business confidence indices. As far as we know, this has not been done previously.
The tax burden has been the focus of financial researchers for many decades. Towards the end of the 1980s, for example, the corporate tax burden was studied in order to determine its impact on corporate economic power and the state (Jacobs, 1988; Quinn, 1989) . Different approaches towards measuring the fiscal pressure were pre-sented in the last half century, amongst others, by Musgrave and Thin (1948) , Atkinson (1980) , Devarajan, Fullerton and Musgrave (1980) , Auerbach and Rosen (1980) , Kiefer (1984) , Atrostic and Nunns (1991) , and Metcalf (2006) . While the opinions regarding ways of measuring the tax burden have evolved and expanded, the fiscal burden has remained in the limelight of debates and research studies as a means of evaluating the impact of different fiscal policy decisions on the social and business environment.
Business confidence has also been an issue of great interest amongst researchers. Collins (2001) used the Granger Causality to analyze the relationship between business confidence surveys and stock market performance. His conclusion was that business confidence surveys are not a predictor of stock market performance, but that stock market performance is a predictor of business confidence surveys. One of the main issues of interest regarding business confidence is exactly what business confidence reflects and what does a change in business confidence mean. Silverstone and Mitchell (2005) used panel data analysis at the company level to determine exactly what changes in microeconomic and macroeconomic variables are anticipated by changes in business confidence. Their conclusion was that the variables associated to business confidence change over time and, moreover, business confidence means different things to different companies. Herein lays one of the limitations of using business confidence indicators in any analysis: these indicators are constructed based on answers that reflect the personal view of the manager who answered the survey questions. Therefore, they contain a good dose of subjectivity (Hohnisch et al., 2005) . However, this can also be seen as one of the advantages of using business confidence indicators; sometimes a manager's perception can be more important than the actual truth because any decision the manager makes will be based on that perception and not on an absolute truth.
Our study aims to analyze the relationship between taxation and business confidence indices. We will analyze data from the European Union Member States and estimate regression models with different business confidence indices as dependent variables and different types of tax burden as independent variables (different types of tax burdens are seen as proxies for the effect tax reforms have had on the tax systems of each country).
Research methodology and database
The database contains quarterly information for the dependent and independent variables we used in our regression models. We collected information for each variable for each of the 28 EU Member States. The initial time period was 1985Q1 to 2014Q3, but not all the Member States provided information for the entire time period, and this is the reason why the number of observations differs from one Member State to the other. We do not believe that the difference in the number of observations has an impact on the relevance of our research results because for many of the newer Member States it is to be expected that the time period will be shorter. For countries that only became EU Member States in 2004 or later, we can only consider relevant to our research on tax convergence the tax and business confidence information that they provided during the period when they were undergoing negotiations to become part of the European Union. Therefore, a shorter time period actually leads to more relevant results in the case of the Member States that we mentioned above.
The research method we used is regression model estimation. In order to shed some light on the influence that taxation has on business confidence, we estimated a series of regression models based on equation (1):
where CI is the confidence index, DTR is the direct tax burden, ITR is the indirect tax burden and SSC is the social security burden.
A description of the variables used in the regression models can be found in Table  1 . The tax burden is used as a proxy for the fiscal system of a Member State of the European Union. We considered three major types of tax burden, each corresponding to one of the major types of taxes: the direct tax burden (DTR) calculated as direct taxes collected as a percentage of the GDP, the indirect tax burden (ITR) calculated as indirect taxes collected as a percentage of the GDP, and the burden due to social security (SSC) calculated as social security contributions collected as a percentage of the GDP. The database contains information for each of these three major tax groups, on a quarterly basis, for the period between 1985Q1 and 2014Q3. The data was extracted for the Eurostat online database. The dependent variables in each regression model are the business confidence indices for different sectors of the economy: the industrial sector (ICI, industrial confidence index), the construction sector (CCI, construction confidence index), the retail sector (RCI, retail confidence index) and the services sector (SCI, services confidence index). These indices are calculated and reported by each Member State on a monthly basis (OECD, 2006) using the OECD (2003) methodology based on business confi-dence surveys. These surveys contain multiple choice questions that the managers of companies that are active in a certain sector of the economy have to answer. The questions are aimed not only at the current state of the company, but also at what the expectations of the managers are for the future. Many of the questions ask the respondent to anticipate what the evolution of the company or the market will be in the short term (the next few months). One of the limitations of the business confidence indices comes from the fact that, though the general principles and the methodology the surveys are built on are the same, the questions and the answer choices are not standardized. However, the business confidence surveys are considered to be a good way of seeing how those involved in a certain activity anticipate the evolution of their business sector (Collins, 2001) .
The data for the four business confidence indicators (ICI, CCI, RCI and SCI) that we used in our analysis was also taken from the Eurostat online database. As the data was provided on a monthly basis, we calculated a simple arithmetic average for each three months to convert the monthly data into quarterly data which could be related with the quarterly information regarding taxation.
We conducted a country based analysis for each of the 28 EU Member States. Therefore, for each Member State, four regression models were estimated using OLS. In other words, we estimated a regression model for each of the four business confidence indicators (ICI, CCI, RCI and SCI). Some of the models were adjusted and validated, others were rejected as inappropriate. A more extensive view on the results of our research is presented in the next section of the paper.
Research results
Using the database previously described, we estimated multiple regression models for each Member State of the European Union. For each EU Member State, we estimated four regression models using the same explanatory variables (DTR, ITR and SSC) in each model. But for each estimated model we changed the dependent variable starting with the ICI in the first estimated model, followed by the CCI, RCI and SCI respectively. Thus, we estimated 110 1 regression models in total for the EU Member States but not all the regression models were validated and some were adjusted in order to be validated.
Our research on the impact of taxation on business confidence in the industrial sector in the European Union (please see Annexes, Table 3 ) resulted in the validation of regression models for 10 of the 28 Member States (the Czech Republic, Greece, Croatia 2 , Italy, Lithuania, Luxembourg, Slovenia, Slovakia, Finland and Sweden). It 1 We only estimated 110 regression models and not 112 because Luxembourg did not provide information for either the retail confidence index (RCI) or the services confidence index (SCI) and, therefore, those regression models could not be estimated. 2 Croatia only provided 10 observations, which greatly limits any conclusions that might be drawn based on the estimation.
should be noted that for some of these countries adjustments were made in order to validate the regression model. The analysis conducted regarding the impact of the tax burden on business confidence in the construction sector (please see Annexes, Table 4 ) resulted in the validation of regression models for 8 of the 28 Member States (Bulgaria, Denmark, Germany, Croatia 3 , Italy, Hungary, Poland and Slovenia). After analyzing the impact of taxation on business confidence in the retail sector (please see Annexes, Table 5 ) we validated the linear regression models for 7 of the 28 Member States (the Czech Republic, France, Cyprus, Latvia, Slovenia, Slovakia and Finland). For Ireland, Denmark and Malta there were too few observations 4 for the estimation to have any accuracy. Of all four confidence indicators, for the RCI we found the fewest validated regression models.
As a result of analyzing the impact of taxation on the confidence of companies in the services sector (please see Annexes, Table 6 ), we validated 8 of the models, those estimated for Denmark, Germany, Latvia, Hungary, Austria, Poland, Slovenia and Slovakia. For Luxembourg we could not estimate the regression model because data for the SCI was not available for this country. Also, there were too few observations 5 for Denmark and Croatia to be able to give any scientific and economic value to the results of the estimations.
In order to have a more detailed analysis on the impact of the tax burden on business confidence, we will continue with a presentation of the estimation results of the adjusted validated regression models of each Member State. The results are summarized in Table 2 .
One result that we expected to find was an indirect relationship between the business confidence indices and the different types of tax burden. Our expectations were fulfilled in the case of most EU Member States for which we validated regression models. However, the results vary from one country to the other; therefore, we will comment on the results obtained for each Member State in turn.
In Bulgaria, the indirect tax policy has a direct and positive impact on business confidence in the construction (CCI). In spite of the small value of the R Note: * significant at 1%; ** significant at 5%; *** significant at 10%
Source: Authors' calculations
For the Czech Republic, we can conclude that indirect taxation positively influences business confidence in the industrial sector (ICI). The positive value of the coefficient that determines the indirect tax burden is relatively large (43.443), and it is significant at a 10% level. This leads to a considerable influence that the indirect taxation has on business confidence in the industrial sector. Business confidence in the retail sector (RCI) is negatively influenced by the social security policy. An increase in social security contributions would lead to larger tax expenses for the company, which would cause a decrease in the business confidence for the retail sector in the Czech Republic.
In Denmark, the social security policy negatively impacts business confidence in the construction sector (CCI), while direct taxation has a positive impact on the same sector. The result for social security contributions was to be expected, but the outcome of our research for direct taxation is surprising. An increase in direct taxation leads to an increase in business confidence in the construction sector. This positive impact of direct taxation also appears when the services sector is analyzed, but for the business confidence in the services sector we also find a negative impact of indirect taxation. Therefore an increase in direct taxation is seen as favorable by the managers, while an increase in indirect taxation is seen as unfavorable. The explanation for this perception might be due to the fact that Denmark is one of the northern countries of Europe, where most of the tax income comes from direct taxation. Therefore, managers might be used to high direct taxation, but might perceive increases in indirect taxation as bad signs.
Most of the research results for Germany are as we expected: an increase in indirect taxation leads to a decrease in business confidence in the services sector (SCI), while an increase in social security contributions leads to a decrease of business confidence in both the construction sector (CCI) and in the services sector. The conclusion for direct taxation is, however, similar to that presented for Denmark: direct taxation positively influences business confidence in both the construction and in the services sectors. Another noticeable result is the fact that the model for the services sector in Germany is the only one where all three types of tax burden were retained in the final validated model. For the services sector, taxation accounts for almost 26% of the perception of managers regarding the future development for their sector of activity.
The research results for Greece show a positive impact of direct taxation and a negative impact of indirect taxation on business confidence in the industrial sector (ICI). The impact of indirect taxation is almost double that of direct taxation, which is not surprising in a country that relies mostly on indirect tax revenues. However, all conclusions regarding Greece must be considered with caution because for this country only 34 observations were available and this might have a negative impact on our results.
In France, there is a negative impact of the social security policy on business confidence in the retail sector (RCI). For this country, on the one hand we have the largest number of observations for any of the EU Member States (118 observations); on the other hand, the value of R 2 is only 4.6%, which means that less than 5% of the managers' confidence in the retail sector is based on taxation.
According to our research results, in Croatia, there is a negative impact of direct taxation on business confidence in both the industrial (ICI) and in the construction sectors (CCI). In spite of the high level of the R 2 coefficient for both models, any conclusion for Croatia should be drawn with considerable reservations due to the very small number of observations available for this EU Member States (only 10 observations).
In Italy there is a negative impact of the social security policy on business confidence in both the industrial (ICI) and the construction sectors (CCI). However, the impact is much more pronounced in the industrial sector than it is in the construction sector. What is surprising about the results for Italy is the positive impact of direct taxation on business confidence in the construction sector. This result is similar to the results obtained for the construction sectors in Germany and Denmark. Still, the impact of direct taxation on business confidence in Italy is much less pronounced than in Germany or Denmark.
The research for Cyprus leads to a significantly negative impact of indirect taxation on business confidence in the retail sector (RCI). This means than even the slightest increase in indirect taxes will lead to a severe decrease of business confidence in this sector. The regression model has a R 2 coefficient of 0.35, and the research was conducted on sufficient observations, which lends credibility to the conclusions.
The results for Latvia show a negative impact of the social security policy on business confidence in the services sector (SCI). However, there is also a positive impact of indirect taxation on business confidence in the retail and services sectors (SCI). The explanation for these results might be similar to that previously discussed for Bulgaria. The managers might see this as the lesser of two evils (an increase in indirect taxes is preferable to an increase in direct taxes) and they might think it will be possible to shift the additional tax burden to the end-consumer instead of bearing it themselves.
Direct taxation has a negative impact on business confidence in the industrial sector in Lithuania. Even if the coefficient that determines the direct tax burden is significant at a level of 10%, the value of R 2 is only 8%. This value is acceptable for our study, but it shows that the influence of direct taxation on the perception of managers in the industrial sector is nevertheless limited.
In Luxembourg, our research results showed a strong negative impact of the social security policy on business confidence in the construction sector (ICI). Also, direct taxation has a positive impact on business confidence in the construction sector. This result is similar to those obtained for Denmark and Germany. The value of the R 2 coefficient is 19%, one of the largest for all the validated models, which leads to the conclusion that managers in Luxembourg consider taxation important when making predictions about the future of their company and their business sector.
Our research results for Hungary revealed a negative impact of the direct taxation policy on business confidence in the construction sector (CCI). However, when we analyzed business confidence in the services sector (SCI), the estimations showed a positive impact of the social security policy. This means that an increase in social security contributions could lead to an increase in business confidence in the services sector in Hungary. This result is even more revealing when linked to the fact that the services sector accounts for more of the Hungarian GDP than any of the other sectors of the economy (Central Intelligence Agency, 2014).
When it comes to the results we obtained for Austria, we could only adjust and validate one regression model. This showed a negative impact of the direct taxation on business confidence in the services sector (SCI) in Austria. Therefore an increase in direct taxes could lead to a decrease of business confidence in this sector of the economy. However, it must also be noted that R 2 is only approximately 5%, which means that direct taxation only accounts for a small part of the variations in business confidence in Austria.
The data for Poland lead us to conclude that an increase in direct taxation could cause a decrease in business confidence in the services sector (SCI). Furthermore, the results also showed a positive impact of the indirect tax policy on business confidence in the construction sector (CCI). This is similar to our findings for Latvia, the Czech Republic and Bulgaria. The explanation might be similar: managers of companies in this sector prefer increases in indirect taxation to those in direct taxation.
Slovenia is the only European Union Member State for which we could reach conclusions for all the four sectors of the economy that we included in our analysis. The social security policy has a negative impact on all the four sectors. Therefore, any increase in social security contributions could lead to a decrease of business confidence in the industrial, construction, retail and services sectors in Slovenia.
The results for Slovakia were somewhat surprising: direct taxation has a negative impact on the confidence of managers in the industrial sector (ICI), but it has a positive impact on business confidence in the retail (RCI) and services sectors (SCI). This type of result underlines the complexity of any tax policy decision. The same tax measure can be seen as a positive signal by the companies in one sector, but it might be perceived as unfavorable by other sectors of the same economy.
The research conducted on data collected from Finland showed a positive impact of indirect taxation on business confidence in the retail sector (RCI). This is a similar result to that presented for Latvia for the same sector of activity. As Finland relies mainly on direct taxation, perhaps managers perceive increases in indirect taxation as a signal that the direct tax burden will diminish in the future because it is being shifted to the indirect taxes.
Business confidence in the industrial sector (ICI) in Sweden is negatively linked to indirect taxation. The data from Greece showed the same connection for the same business sector. The value of the coefficient that determines the indirect tax burden is quite large, but this is outbalanced by the small value of R any rules that would be valid in all the Member States. Each change in the tax burden impacts every Member State in a unique way. The only conclusions that can be drawn are for each Member State individually and not for the EU as a whole.
Conclusions
In the current study we tried to establish if managers take tax reforms and tax policy into consideration when anticipating the evolution of their company and of their business sector. In order to answer this research question we used regression model estimation based on business confidence indices for the industrial, construction, retail and services sectors as well as tax burden information for direct taxation, indirect taxation and social security contributions.
The analysis was conducted for all the current 28 Member States of the European Union. However, the results pointed to different conclusions for different countries, therefore we have no single answer for the entire European Union. We can only reach conclusions for certain groups of states and, sometimes, for only one Member State.
In one group of Member States, according to our results, taxation does not influence managers' perception of their business environment. This group includes: Belgium, Estonia, Ireland, Malta, the Netherlands, Portugal, Romania, Spain and the United Kingdom. We believe that there can be two possible explanations for these results: either the tax legislation is very stable, with few changes and little bureaucracy, and therefore it is unlikely to cause any surprising changes in the business environment; or the opposite is true: the tax legislation is very unstable and the changes are so frequent that the managers cannot anticipate them in any way.
For all the other Member States that were not included in the first group we could reach conclusions regarding the influence of tax policy and tax reforms on business confidence for at least one of the sectors that we included in our analysis. In most cases an increase in taxation would lead to a decrease in business confidence: a higher direct tax burden would have a negative impact on business confidence in Croatia, Lithuania, Hungary, Austria, Poland and Slovakia; an increase in indirect taxes would negatively impact business confidence in Denmark, Germany, Greece, Cyprus and Sweden; higher social security contributions could diminish business confidence in the Czech Republic, Denmark, Germany, France, Italy, Latvia, Luxembourg, Slovenia and Finland. As an overall conclusion, the social security tax burden seems to have the greatest impact on business confidence in European countries.
Our research results also showed that in some of the European Union Member States, tax reforms have a positive impact on business confidence in certain sectors of the economy. Our dependent variables (business confidence indices) are based on qualitative data provided by the managers of companies that are active in a certain sector. Therefore, sometimes managers perceive increases in a particular type of tax burden as favorable or perhaps they only consider it to be the lesser of two evils (e.g. the manager would rather have an increase in the indirect taxes that have one in direct taxes).
There is a clear need for more extensive research on the influence of taxation on business confidence, with more clear-cut conclusions and using a variety of research methods. Our study has barely scratched the surface of establishing and describing the relationship between tax reforms, the tax burden and the perception of managers regarding the future evolution of their company and their business sector. 16 
